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AICPA
American Institute of Certified Public Accountants
The Meaning of Present Fairly  
in Conformity With 
Generally Accepted Accounting 
Principles in the 
Independent Auditors Report
(Supersedes AU sec. 411, AICPA, Professional Standards, vol. 1.)
1. An independent auditors unqualified opinion usually reads as 
follows:
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the financial position of X Company as of (at) 
December 31, 19XX, and the results of its operations and its cash flows for 
the year then ended, in conformity with generally accepted accounting 
principles.
The purpose of this section is to explain the meaning of the phrase “pre­
sent fairly... in conformity with generally accepted accounting principles” 
in the independent auditor's report.
2. The first standard of reporting requires an auditor who has audited 
financial statements in accordance with generally accepted auditing 
standards to state in the auditor's report whether the statements are 
presented in accordance with generally accepted accounting principles.
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1 T h e concept of materiality is inherent in the auditor's judgments. That concept involves 
qualitative as well as quantitative judgments (see AU secs. 150.04, 312 .06 , and 508 .50) . 
The phrase "generally accepted accounting principles" is a technical 
accounting term that encompasses the conventions, rules, and procedures 
necessary to define accepted accounting practice at a particular time. It 
includes not only broad guidelines o f general application, but also 
detailed practices and procedures (see paragraph 138 of Statement No. 4 
of the Accounting Principles Board). Those conventions, rules, and pro-
cedures provide a standard by which to measure financial presentations. 
3. The independent auditors judgment concerning the "fairness" of 
the overall presentation of financial statements should be applied within 
the framework of generally accepted accounting principles. Without that 
framework, the auditor would have no uniform standard for judging the 
presentation of financial position, results of operations, and cash flows in 
financial statements. 
4. The auditor's opinion that financial statements present fairly an 
entity's financial position, results of operations, and cash flows in confor-
mity with generally accepted accounting principles should be based on 
his or her judgment as to whether (a) the accounting principles selected 
and applied have general acceptance; (b) the accounting principles are 
appropriate in the circumstances; (c) the financial statements, including 
the related notes, are informative of matters that may affect their use, 
understanding, and interpretation (see AU sec. 431); (d) the information 
presented in the financial statements is classified and summarized in a 
reasonable manner, that is, it is neither too detailed nor too condensed 
(see AU sec. 431); and (e) the financial statements reflect the underlying 
transactions and events in a manner that presents the financial position, 
results of operations, and cash flows stated within a range of acceptable 
limits, that is, limits that are reasonable and practicable to attain in finan-
cial statements. 1 
5. Independent auditors agree on the existence of a body of generally 
accepted accounting principles, and they are knowledgeable about these 
principles and in the determinat ion of their general acceptance . 
Nevertheless, the determination that a particular accounting principle is 
generally accepted may be difficult because no single reference source 
exists for all such principles. The sources of established accounting prin-
ciples that are generally accepted in the United States are — 
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a. Accounting principles promulgated by a body designated by the 
AICPA Council to establish such principles, pursuant to rule 203 
(AICPA, Professional Standards, vol. 2, E T sec. 203 .01) of the 
AICPA Code of Professional Conduct. Rule 203 provides that an 
auditor should not express an unqualified opinion if the financial 
statements contain a material departure from such pronouncements 
unless, due to unusual circumstances, adherence to the pronounce-
ments would make the statements misleading. Rule 203 implies that 
application of officially established accounting principles almost 
always results in the fair presentation of financial position, results of 
operations, and cash flows, in conformity with generally accepted 
accounting principles. Nevertheless, rule 203 provides for the possibility 
that literal application of such a pronouncement might, in unusual 
c ircumstances , result in misleading financial s tatements . (See 
paragraphs 14 and 15 of SAS No. 58, Reports on Audited Financial 
Statements [AICPA, Professional Standards, vol. 1, AU sec. 508].) 
b. Pronouncements of bodies, composed of expert accountants, that 
deliberate accounting issues in public forums for the purpose of 
establishing accounting principles or describing existing accounting 
practices that are generally accepted, provided those pronounce-
ments have been exposed for public comment and have been cleared 
by a body referred to in category (a). 2 
c. Pronouncements of bodies, organized by a body referred to in cate-
gory (a) and composed of expert accountants , that del iberate 
accounting issues in public forums for the purpose of interpreting or 
establishing accounting principles or describing existing accounting 
practices that are generally accepted, or pronouncements referred to 
in category (b) that have been cleared by a body referred to in cate-
gory (a) but have not been exposed for public comment. 
d. Practices or pronouncements that are widely recognized as being 
generally accepted because they represent prevalent practice in a 
particular industry, or the knowledgeable application to specific cir-
cumstances of pronouncements that are generally accepted. 
6. Generally accepted accounting principles recognize the importance 
of reporting transactions and events in accordance with their substance. 
2 F o r purposes o f this Statement, the word cleared means that a body referred to in 
subparagraph (a) has indicated that it does not object to the issuance of the proposed 
pronouncement . 
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The auditor should consider whether the substance of transactions or 
events differs materially from their form. 
7. I f the accounting treatment of a transaction or event is not specified 
by a pronouncement covered by rule 203, the auditor should consider 
whether the accounting treatment is specified by another source of 
established accounting principles. I f an established accounting principle 
from one or more sources in category (b), (c), or (d) is relevant to the cir-
cumstances, the auditor should be prepared to justify a conclusion that 
another treatment is generally accepted. I f there is a conflict between 
accounting principles relevant to the circumstances from one or more 
sources in category (b), (c), or (d), the auditor should follow the treat-
ment specified by the source in the higher category — for example, 
follow category (b) treatment over category (c) — or be prepared to justify 
a conclusion that a treatment specified by a source in the lower category 
better presents the substance of the transaction in the circumstances. 
8. The auditor should be aware that the accounting requirements 
adopted by regulatory agencies for reports filed with them may differ 
from generally accepted accounting principles in certain respects. 
Paragraph .04 of AU section 544, Lack of Conformity With Generally 
Accepted Accounting Principles (AICPA, Professional Standards, vol. 1), 
and SAS No. 62, Special Reports (AICPA, Professional Standards, vol. 1, 
AU sec. 623) provide guidance if the auditor is reporting on financial 
statements prepared in conformity with a comprehensive basis of 
accounting other than generally accepted accounting principles. 
9. Because of developments such as new legislation or the evolution 
of a new type of business transaction, there sometimes are no established 
accounting principles for reporting a specific transaction or event. In 
those instances, it might be possible to report the event or transaction on 
the basis of its substance by selecting an accounting principle that 
appears appropriate when applied in a manner similar to the application 
of an established principle to an analogous transaction or event. 
Application to Nongovernmental Entities 
10. For financial statements of entities other than governmental enti-
ties — 3 
3 Rules and interpretive releases o f the Securities and Exchange Commission ( S E C ) 
have an authority similar to category (a) pronouncements for S E C registrants. In addi-
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a. Category (a), officially established accounting principles, consists of 
Financial Accounting Standards Board (FASB) Statements of Finan-
cial Accounting Standards and Interpretations, Accounting Principles 
Board (APB) Opinions, and AICPA Accounting Research Bulletins. 
b. Category (b) consists of FASB Technical Bulletins and, if cleared 4 by 
the F A S B , AICPA Industry Audit and Accounting Guides and 
AICPA Statements of Position. 
c. Category (c) consists of AICPA Accounting Standards Executive 
Committee (AcSEC) Practice Bulletins that have been cleared 4 by 
the FASB and consensus positions of the FASB Emerging Issues 
Task Force. 
d. Category (d) includes AICPA accounting interpretations and imple-
mentation guides ("Qs and As") published by the FASB staff, and 
practices that are widely recognized and prevalent either generally or 
in the industry. 
11 . In the absence of a pronouncement covered by rule 2 0 3 or 
another source of established accounting principles, the auditor of 
financial statements of entities other than governmental entities may 
consider other accounting literature, depending on its relevance in the 
circumstances. Other accounting literature includes, for example, FASB 
Statements of Financial Accounting Concepts; APB Statements; AICPA 
Issues Papers; International Accounting Standards of the International 
Accounting Standards Committee; Governmental Accounting Standards 
Board (GASB) Statements, Interpretations, and Technical Bulletins; 
pronouncements of other professional associations or regulatory agen-
cies; Technical Information Service Inquiries and Replies included in 
AICPA Technical Practice Aids; and accounting textbooks, handbooks, 
and articles. The appropriateness of other accounting literature depends 
on its relevance to particular circumstances, the specificity of the guid-
ance, and the general recognition of the issuer or author as an authority. 
For example, FASB Statements of Financial Accounting Concepts would 
normally be more influential than other sources in this category. 
tion, the S E C staff issues Staff Accounting Bulletins that represent practices followed 
by the staff in administering S E C disclosure requirements. Also, the Introduction to 
the F A S B ' s EITF Abstracts states that the Securit ies and Exchange Commission 's 
Chie f Accountant has said that the S E C staff would challenge any accounting that dif-
fers f rom a c o n s e n s u s o f t h e F A S B E m e r g i n g I s s u e s T a s k F o r c e , b e c a u s e t h e 
consensus position represents the best thinking on areas for which there are no spe-
cific standards. 
4 T h e auditor should assume that such p r o n o u n c e m e n t s have b e e n c leared by t h e 
F A S B unless the pronouncement indicates otherwise. 
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Application to State and Local Governmental Entities 
12. For financial statements of state and local governmental entities — 5 
a. Category (a), officially established accounting principles, consists of 
GASB Statements and Interpretations, as well as AICPA and FASB 
pronouncements specifically made applicable to state and local gov-
ernmental entities by GASB Statements or Interpretations. GASB 
Statements and Interpretations are periodically incorporated in the 
Codification of Governmental Accounting and Financial Reporting 
Standards. 
b. Category (b) consists of GASB Technical Bulletins and, if specifically 
made applicable to state and local governmental entities by the 
AICPA and c leared 6 by the G A S B , AICPA Industry Audit and 
Accounting Guides and AICPA Statements of Position. 
c. Category (c) consists of AICPA AcSEC Practice Bulletins if specifi-
cally made applicable to state and local governmental entities and 
cleared 6 by the GASB, as well as consensus positions of a group of 
accountants organized by the GASB that attempts to reach consen-
sus positions on accounting issues applicable to state and local 
governmental entities. 7 
d. Category (d) includes implementation guides ("Qs and As") pub-
lished by the G A S B staff, as well as practices that are widely 
recognized and prevalent in state and local government. 
13. In the absence of a pronouncement covered by rule 203 or 
another source of established accounting principles, the auditor of finan-
cial statements of state and local governmental entities may consider 
other accounting literature, depending on its relevance in the circum-
stances. Other accounting literature includes, for example, G A S B 
Concepts Statements; the pronouncements referred to in categories (a) 
through (d) of paragraph .10 when not specifically made applicable to 
state and local governmental entities either by the GASB or by the orga-
nization issuing them; APB Statements; FASB Concepts Statements; 
5 State and local governmental entities include public benefit corporations and authori-
ties; public employee ret irement systems; and governmental utilities, hospitals and 
other health care providers, and colleges and universities. 
6 T h e auditor should assume that such pronouncements specifically made applicable to 
state and local governments have been cleared by the G A S B unless the pronounce-
ment indicates otherwise. 
7 As o f the date o f this Statement, the G A S B had not organized such a group. 
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AICPA Issues Papers ; International Accounting Standards o f the 
International Accounting Standards Committee; pronouncements of 
other professional associations or regulatory agencies ; Technica l 
Information Service Inquiries and Replies included in AICPA Technical 
Practice Aids; and accounting textbooks, handbooks, and articles. The 
appropriateness of other accounting literature depends on its relevance 
to particular circumstances, the specificity of the guidance, and the gen-
eral recognition of the issuer or author as an authority. For example, 
GASB Concepts Statements would normally be more influential than 
other sources in this category. 
Effective Date 
14. This Statement is effective for audits of financial statements for 
periods ending after March 15, 1992. 
Transition 
15. Most of the pronouncements or practices in categories (b), (c), 
and (d) of paragraphs .10 and .12 had equal authoritative standing prior 
to the issuance of this Statement. An entity following an accounting treat-
ment in category (c) or (d) as of March 15, 1992, need not change to an 
accounting treatment in a category (b) or category (c) pronouncement 
whose effective date is before March 15, 1992. For example, a non-
governmental entity that followed a prevalent industry practice (category 
(d)) as of March 15, 1992, need not change to an accounting treatment 
included in a pronouncement in category (b) or (c) (for example, an 
accounting principle in a cleared AICPA Statement of Position or 
AcSEC Practice Bulletin) whose effective date is before March 15, 1992. 
For pronouncements whose effective date is subsequent to March 15, 
1992, and for entities initially applying an accounting principle after 
March 15, 1992 (except for FASB Emerging Issues Task Force consen-
sus positions issued before March 16, 1992, which become effective in 
the hierarchy for initial application of an accounting principle after 
March 15, 1993) , the auditor should follow the applicable hierarchy 
established by paragraphs .10 and .12 in determining whether an entity's 
financial statements are fairly presented in conformity with generally 
accepted accounting principles. 
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G A A P HIERARCHY SUMMARY* 
Nongovernmental Entities State and Local Governments 
10a. FASB Statements and Interpretations, 
A P B Opinions, and A I C P A Accounting 
Research Bulletins 
12a. G A S B Statements and Interpretations, 
plus A ICPA and FASB pronouncements 
if made applicable to state and local 
governments by a G A S B Statement or 
Interpretation 
Ac
co
un
tin
g 
Pr
in
cip
le
s 
10b. FASB Technical Bulletins, A I C P A 
Industry Audit and Accounting 
Guides, and A I C P A Statements 
of Position 
12b. G A S B Technical Bulletins, and the follow-
ing pronouncements if specifically made 
applicable to state and local governments 
by the A ICPA: A ICPA Industry Audit and 
Accounting Guides and A ICPA 
Statements of Position 
Es
ta
bl
is
he
d 10c. Consensus positions of the FASB 
Emerging Issues Task Force and 
A I C P A Practice Bulletins 
12c. Consensus positions of the G A S B 
Emerging Issues Task Force‡ and A ICPA 
Practice Bulletins if specifically made 
applicable to state and local governments 
by the A ICPA 
10d. A ICPA accounting interpretations, 
"Qs and As " published by the FASB 
staff, as well as industry practices widely 
recognized and prevalent 
12d. "Qs and As? published by the G A S B 
staff, as well as industry practices widely 
recognized and prevalent 
O
th
er
 A
cc
ou
nt
in
g 
Li
te
ra
tu
re
† 
11 . Other accounting literature, including 
FASB Concepts Statements; APB 
Statements; A ICPA Issues Papers; 
International Accounting Standards 
Committee Statements; G A S B 
Statements, Interpretations, and 
Technical Bulletins; pronouncements 
of other professional associations 
or regulatory agencies; A ICPA 
Technical Practice Aids; and 
accounting textbooks, handbooks, 
and articles 
13. Other accounting literature, including 
G A S B Concepts Statements; pronounce-
ments in categories (a) through (d) of 
the hierarchy for nongovernmental 
entities when not specifically made 
applicable to state and local governments; 
APB Statements; FASB Concepts 
Statements; A ICPA Issues Papers; Inter-
national Accounting Standards Committee 
Statements; pronouncements of other 
professional associations or regulatory 
agencies; A ICPA Technical Practice Aids; 
and accounting textbooks, handbooks, 
and articles 
* Paragraph references correspond to the paragraphs of this Statement that describe the categories of 
the G A A P hierarchy. 
†In the absence of established accounting principles, the auditor may consider other accounting litera-
ture, depending on its relevance in the circumstances, 
‡ As of the date of this Statement, the G A S B had not organized such a group. 
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This Statement entitled The Meaning of Present Fairly in Conformity With 
Generally Accepted Accounting Principles in the Independent Auditor's Report 
was adopted unanimously by the seventeen members of the board. 
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